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Cyndie Eby
Executive Director­
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Written Ex Parte

July 24, 1996

Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Stop Code 1170
Washington, D.C 20554

, i 199,,;

RE: CC Docket No. 96-98, Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996

Dear Mr. Caton:

Attached hereto are two copies of a letter that was sent to Mr. Elliott Maxwell,
Deputy Chief of the Office of Plans and Policy. This submission was made at
the request of Mr. Maxwell and therefore, pursuant to paragraph 291 of the
NPRM released in the above-referenced proceeding on April 19, 1996, the
submission does not count against U S WEST's page limit for ex parte filings
made in this proceeding.

In accordance with Commission Rule 1.1206(a)(l), two copies of the letter are
being filed with you for inclusion in the public record. Acknowledgement
and date of receipt of this submission are requested. A copy of this transmittal
letter is provided for this purpose Please contact me if you have any
questions.

Sincerely,

i'
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cc: C Anthony Bush
Mr. Patrick DeGraba
Mr. Juis Enriquez
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Mr. Gregory Rosston
Mr, Les Selzer
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Mr Brad Wimmer
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Mr. Elliott Maxwell
Deputy Chief, Office of Plans and Policy
Federal Communications Commission
1919 M Street, N.W., Suite 822
Washington, D.C. 20554

RE: CC Docket No. 96-98, Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996

Dear Mr. Maxwell:

Per your request, U S WEST is providing more detail around information
that was discussed at the recent meeting with you. Attachment A is a
summary of the federal and state depreciation expense recorded by U S WEST
Communications (USWC). The first column shows what USWC total
depreciation expense would be if USWC used only FCC prescribed lives for
the entire company (line 1) and the total depreciation expense if USWC used
only state prescribed lives (line 2). The second and third columns show the
impact on depreciation expense if USWC used economic lives, Le. lives used
for reporting its GAAP financial statements. These are the lives that best
reflect the actual future lives of USWC assets.

The last three columns show the actual impact of using regulatory prescribed
lives as booked in state and federal jurisdictions rather than GAAP reported
lives.

This data demonstrates that:

1) USWC's state depreciation rates are significantly below even FCC
mandated rates;

2) FCC mandated rates, if applied to the entire company, under-depreciate
assets by over 13% annually;
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3) U5WC's actual under-depreciation of $498.4 M annually on its
composite state and federal regulatory books represents an on-going
under-depreciation of its assets of more than 18%; and

4) USWC actual embedded assets subject to regulatory jurisdictions have
been significantly under-depredated due to past regulatory actions.

This means that no matter what the FCC does in its interconnection order it
must deal with under-depreciation of assets at both the federal and state
jurisdictions. To do otherwise will encourage uneconomic results because of
under-pricing at both the state and federal jurisdictions. TSLRIC plus shared
and common pricing will give inappropriate results if depreciation lives used
do not reflect true economic lives. But even using economic lives in TSLRIC
fails to recover the prior under-depreciation amount which the Commission
must address. Therefore, the Commission must mandate the use of
economic lives in TSLRIC and allow for the recovery, on an interim basis, of
prior under-depreciation.

Attachment B is the break-down of costs that U S WEST includes as shared
cost. Attachment C is the break-down of costs that U S WEST includes as
common cost. Attachment D provides a filing made in Colorado supporting
the rationale for avoided costs in our resale rates. Section m A, page 4,
discusses avoided costs for each type of cost included in U5WC TSLRIC
studies.

Should you have any questions concerning this information, please feel free
to contact me.

Sincerely,

cc: Mr. C. Anthony Bush
Mr. Patrick DeGraba
Mr. Luis Enriquez
Mr. Joseph Farrell
Mr. Robert Pepper

Mr. Gregory Rosston
Mr. Les Selzer
Mr. Bill Sharkey
Mr. Brad Wimmer



Attachment }\

U S WEST Communications

Change In Regulated Depreciation
at USWC Economic L1v.. UHd for Flnanei" Reporting PurposM

(IMlllionsl

Actual Additional Total
Depreciation Depreciation Depreci8t1on

Expense It Economic at Economic
for 1_ Uves Uves

Actual Additional Total
Depreciation Deprecilltlon Depreciation

Expense at Economic at Economic
for 1995 Uves Uves

.. \ "' ... ~ I JU '. t Ui.

DepredatIOn expense 2,252.5 3&4.0 2.638.5 830.7 98.8 729.5

.... ' ~ -..J 1t .J I) I ( l~, { i I (,) i I j-'irotanhi'iI'iL(UI'ii;,.....MWI!!.!!!l;;niiBauslsk-il 1__I....nt....rast=ate~(S!p-.--;._rat;;.;.;ed~) B;.,;;._sis~_

Depreclatlon Expense 2.112.7 550.3 2.683.0 1.521.1 399.6 1,920.7

Interstate + Intrastate

Depreciation Expense 2.151.8 498.4 2.850.2

Ncna:1_FCC u.....*d~.E..-frDmARMt&4001/43-03.
1.....U......., 0IpIacIItiun e..- ft1Im 12/31/18 SR·1e R.,rt.
c~ in Accru8I. e-d on 12J31J11S ~1.1t & R..- DMa.

"'J4J:~ _



Attachment B

COSTS INCLUDeD IN SHARED COST

A. EXPENSES THAT ARE 100% SHARED

1. ADMINISTRATIVE EXPENSES
• CUSTOMER ACCOUNTING
• CUSTOMER INSTRUCTION
• SERVICE CENTER OPERATION
• REGULATORY AND GOVERNMENT RELATIONS
• UNCOLLECTIBLES
• INFORMATION MANAGEMENT
• COMPUTER OPERATIONS

2. LAND AND BUILDING

B. INveSTMENT RELATED EXPENSES

THE DEPRECIATION, COST OF CAPITAL, INCOME TAX. AD VALOREM TAX
AND MAINTENANCE EXPENSES ASSOCIATED WITH THE FOLLOWING
INVESTMENTS ARE INCLUDED IN SHARED COST

1. FIXED INVESTMENT PER SWITCH (i.e.. GETIING STARTED
COSTS)

2. SWITCH MODULARITY STANDBY CAPACITY

3. MODULARITY STANDBY CAPACITY IN FIBER CABLE
BETWEEN WIRE CENTERS

c. EXPENSES RELATED TO REVENUES

THESE EXPENSES ARE CATEGORIZED AS SHARED IN THE SAME
PROPORTION THAT THE SUM OF AlL QTHER COSTS ARE INCLUDED IN
SHARED

1. GROSS RECEIPTS TAXES

2. STATE COMMISSION FEES



Attachment C

The following ac ......,... flAthe c..,., ...
F.ctor. u.t i that .... coni common tID the IIrm. A b lcdoWn of _ch
I. prwided .

e.e-- inot in'"factDr.,.. 1C.... (O......a..... COltofMoney.
Income T nd Ad V......,. T u appropnaw) URC""" with:

A. ItwenIDrtea
I. FurnitllNand~
C........V..... a Shop EquIp.
D. Land & Building

Account .710 I .....& , .............. ,.... ..ofprovtIIng ...uIVe dilwtlon
.nd form ....., lit the ,...ldentIaland viae "wId ""n""
..,.,.•••re thec." ofdeYelapine••weluatine .,..".organiZlltlofta. , .....nd tong
range pia••

Account 1721 Ac..........~ E...... • Colt of _. "'rmetion for
..I'd ofcHrec.,..nd wmena .....ung.. JMrfenninI financial tranNClIona.
me..-gtng the nfunll ..,... COl .........,.n _ wIth rrninI ,., praa lnvaMMnt
.nde-t cordI.ptlp "' ,... General ...
t 800...... wilt ...,.. and DGfIIIIiIiftI.ccounti..
c K'icationa. eo ial ~.nd.... and otharlltUCl.... AIao
included In th" inatruclion on aooounting ••rviOn function••

Account1722 E................. - Th. account ..... include coatII incumtd in
maintainI,. nrlatiotW with p •......,.nt. regutato..., other con,.,."....nd the generw'
public.

Account am H n~.I..."... ThII aoaount ..... inc..........nounwcl in
performing peraom ....,.tration actMtie.. It Includell Equa' Employment
Opportunity, and AfIIrmative Aotion '"'1"'" Em,toy_ data fvr for....U,.. planning
and reporting, & , empIo)lMftt leNio.-.

Account 1125 E • ThiI_count the _t iftoUrrM in providing'.1HrVic ".~•• cenGuctiI'Iand 1tIIpIion. providing,"'"
on ,....,..tory .nd IMor ......... preparing revlewi nd flUng pia'" and contra.
and 'me""..". ......tiDft.

Account1727 "--retI and DW"apment. ".aoaeunt .... illOlUde_. inc""'" In
making plenned ••aroh or oritiaal ""'- aimed.t dIIccw.y of..".........
It alao inc............... ,.....tIndi a pIMI or....fora ..... product or
proon. or for a eigniftcant ""roverMnt tD an ..i.ling productor ••rviw.



Account 1121 Otheru...., a AdmiftWIIItive ........ ". include
C08. iftCU"'" in lilItnItIve..tW.... notpnw far In 0 ....
aoc::ounta. Thia lIf'WidInI "..,.,.- -....., MfV archi¥w.
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Aocount1512 Network Operwtlona II ,... account .... incI_.... incurred
in Mtwork adminiltrlltian. ". inC auch ectMIIeI_ c:ontrweIIng tratIIc flow.
admn-tering trafIIc m......and monItIIring deYto., ........... equipment.nd load
"lancing, colleoti.. and ..",,,_rtz~trafIIc data, IICImlniatering trunking, and
•••igning intarotnol fae..... and circuit layout work.

Account 8134 , ..nt o,eratIona Thia 8C00Uftt ..... include GOlIa incurred in
the...,.. lMItminiatratioft of plant Thia ....01••• .......,...ptIInt
operationa. pla.inI. Ga.,..... and~ p..nt ..-NtioIWj.nd performing .taW
work luch a. deY'loping m.thoda and proced"......
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repainting. and ml,.. .ee_lO..... lueh .. 011. tire••nd tubee.
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L PURPOSE, SCOPE, AND APPLICATION

The parpoac oltllillludJ is to eli.... rata to be IppJied 10 ntaiI prices wbaa
___ IN 0••OIl.wboIelllt to r.eIIerI. A..,... diIcamt r-. it CllculltICl
tbr .... or.. paCMNct eat.... n. diICcuIt rite IIr • pioduct e:at8jUij .., .. UIIId
u • pideUne fbi" diIcouDtinl..-y _ ..mtha product cat...,.. The CIk:uIItioft oftha
diJc:omd rates with sm 2A2(d) DC th8 FccIIn1 T".,D.amic:aticMa AI;t that
.... w CIDIIIDIiRioD whal... IlleS bais of nraiI rates
~... to tbr tile '1.1.IDiW_._ .". nqu aducJiDI the
partioD thereof'dributable to ..,-btiaI. tJiIIi,.. dection aad gther~ that wi1t be
avoicW by tile Jocal pclwnp canier.· n. disccNnt nita c.Iculated in tIIiI study rwa..t
the avoidId COItI.

IL DESClUPTION OF SEllVlCE

PI'Od1ldl that 11ft aniJable for resale:

CeI fL P8X............
PBXTnmkI

Cat8pIJ Z. JIDft, ACS
1ntepItId......DiIitaI Netwock
Advaaced ComIauDicmoIl5ervic:e

ea...,,,1. TOLL
MIS
WAYS
IOO~

US WEST Avoided....Cost Study:e.cutive Summary
p...%



c......,s EaQII - .-....a
:R.aidaaBuic.....

I!sleiDQem

The ,,_ chilli nco.en tile Drs_••• 1br the .... S)'IIIDD nquind for biIJiDa,
provi8m.E'*I ad npIir ...,... with who..... procIuctI. The.,.. .. it •
IIOIIRCUI'riIIg dIIrpbilled on • ,.1iMbuil.

m. STVDY METHODOLOGY
, GE'NEKAL

This IUIdy c:aIcuIIIa tba dilcuunt .. 1hIt is applied • ntail riles whlll ..mCII are
offered CNI a wIIaI... buit to ,..... The buic..hm the Ad is to r41cuJ... tt.
avoidld COlt ad subtract tla PoidId COlt hm the rltlU.... '

lor ....... __we .. 8ftJHIina ........... the...bu. Q)It of $1.00,
&II PVided COlt of50.20 aDd • ntIIil price of$2.00. AaiotdiDs tD tt. Act. the wboJaBle
price Iquals the retail prieemiaultt. &YOidlld co. or:

(1) ww-u. Price - 12.00 - $0.20 • SI.IO.

TbillltUdJ 1CaNIIpIi_ thia bJ cllcnhtiac ... ,.WIt diIia-. ill ,... .... .mol"
GQICI. 'IhiJ""'" u.a Cllallllll • diIcoma ~ COlt diB"crace IIIldie,...nW1~ D\W COltS. UsiJII our tha per-.t colt d&.ai. tbe
....ed~ divia.I by _ rmiJ COlt.

(2)'''- CoIl DHra.... $0.%0 I S1.00 - %0%

The pllWiIt rICIil arb, 0'Ytr COItI for .. l"If&iJ prodt= g die rmil price mn. the
retIiI cost di¥ided by the nail a»st.

(3) PII-=-a8tIi1 Markup • (1%.00 • S1.00) I Sl.00 - lOOK

I1II WIa.... DiIcount...... d.- paeeat colt cliliaeo.:e'dMded by one plus tha
p.,..JtmiJ Mlrtup.

US WEST AwidId ....COlt JulyEacuav. Summuy
hpJ



(of) WbolaaJc DiJcoum Rate - 20% I (l + 100%)· 10%

The Who1ela1e Dilcount Rate is then tiled to calculate the Who... Price yielding the
ume result as equation (1). The Wholesale Price equals the retail price miDuI the quantity
ofwholesale discount rate times the retail price.

(5) Wholeule Price - $2.00 - (lQIIA x $2.00) - S1.80

The process described is one way to analyze each service and service elemeDl. This COlt

study, however, analyzes tarae pups of services. A discount rile is calcuI,ted not for
each Ier\'ice but for each caleIDrY of services. To ICCOmpIiah this • slisJttly di1f'crent
procedure is fallowed to arrive at the same 1DSWer. Most of the coltl that are identified
u avoided are included in US W..'. expense related annual cost &don. This study,
thus, develop. relationships of annual cost factors to calculate the wholesale c:liscount rate
not for iDdiviclua1 services but for tarse categories of services. The services in each
category have IimiIIr expense &ctor characteristics. Briefly, the process is u follows:

A Identify retail cost elements and classify as required or avoided
for the wholesale equivalent ofthe service.

B. Adjust annual cost factors to reflect avoided and new costs
associated with wholesale products.

C. Calculate the percent wholesale cost difference by adjusting the
retail costs using the revised annual cost factors.

D. Calculate percent markup over costs by product category based
on product revenues and costs

E. Calculate the discount rates by applying the percent cost
difference to the product category markup over costs.

This process is desaibed in detail in sections A throush E, below. Section F describes the
process to calculate the nonrecurrinslYstems charJe cost.

A. Ideatify cost elemeats and classify a. required or avoided.

1. TSLRIC

TSLRIC i, defined in Section IV. Some retIil TSLlUC will be avoided if
services are J01d to reseJlers. The expenses included in TSLlUC and status

US WEST Avoided Resale Cost Study~tive Summary
Pase4
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for wholesale aIld rmil services are u foDows:

a) Capital Costs.

These are the capital cost ofpJIDt equipmaJt aDd &dlitieJ UJed to provide
the services. This iDducles depreciation, cost ofmoney, Ad Valorem taxes
and income taxes. These costs will not change for services sold to
reselJers.

b) MaiDteaute Espensa

Maintenance expenses are the rccunins COltS associated with bepina
facilities and equipment in aood workiDa order, -..ch as the repair oC
switehinJ equipment. ThilltUdyassumes that rescI1ers would want the
equipment UJed for their services to be of the same workin& condition u
US West', end user customer receive. This fimetion will be required for
both retail and wholesale services.

c) BiDia. ud CoJlecdoD

Bi1linS and collection is the process of preparina. rendering and coDectins
customer bills. Dependina on the tJpe of colt study billing and coUcetion
takes on three different forms. They are a cost per account, a billing and
collection factor, and a cost per messap. This study uses a cost per
account for aD categories aa:pt a cost per message is used for ton and a
billing and collection factor it used for private line.

Billing and collection costs are pattiaDy avoided for wholesale products.
Postaae and stationary UIOciated with customer billing is avoicled.
1lemiUance and iDquiry is partially avoided. Live and final coUections COltS
are totaDy avoided. Accounts processins is required for wholesale
serrices. In addition for toll messages melslIe investigation (Prebill) are
required for wholesale services.

This study calculates wholaale billina and coDections by rCCllcul'rina the
original retail COlts without the avoided costs. The retIil COItI and
wholesale biIIiDs and collection costs are converted to annual COlt facton
where necesury far cue of application to the product catelories. The
calculations are shown on pages 9 -10 oftbe WorkPapers.

d) Product MaUletDeat

Product management iDdudes 1) Rate and TIri1f- Development which are
the coats of providing new or reviled tarift' offeriDp, makina ltWIies in
support ofspecific dockets and to identify and analyze costS for regulatory

U S WEST Avoided Resale Cost Study Executive Surnmuy
PageS
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ICtivities aDd 2) Mmet Forecast - Mmaaement AdmiDiltration and
ADaJyIiI wbich are the COllI auociated with anaIyziDs aD forecasts of
cumnt aDd fiJ1ure marbt COIIditions, presentiDs a detailed customer
proftlc. eltlblilhiDa and traelcina revenue objectives, IS well u perfonninl
basic office Ienices.

Product manapmeat in a wholesale marketplace will be similar to that of
the retail market. In fact it will be lib the product manaaanent that
U S WEST performs today in its Carrier market unit which manases
wholesale IetYiees such u switched and dedicated access products. In this
ItUdy U S WEST uaed the cost of its carrier marbtinl product
manapment group. The avoided cost is thus the diffcrcnce in our normal
product manapment of retail services casu and the cost of Carrier
nwbt's product management colts.

e) SaIa bpeDse

These are the COlli aaociated with pertmmiDa sales contact worlc,
serviciDI and implementation actM.ties for the purpose of selima product
and serviceI to accounts in • particular market or aeament. These costs
will be avoided for the wholesale productS included in this stUdy.

f) Sales COlDpaasatiOD

Sales compensation is the compensation paid to ales personnel for seIJins.
These costs will be avoided for the wholesale products included in this
study.

&> Product AdvertisiDg Expell.e

Product advenisina expense includes costs inc:umd in developins and
implementiJla promotioDal atrateaies to stimul.te the purc:hue of products
and services. This excludes non product related advert.iIinL such 15

corporate imap, stock and bond issue and employment advertilelDeDtS,
which is included in the appropriate fimctional accounts. Product
advertising is not nonna1J:y iDcludcd in US West's TSLRIC studies.
Product manasen, however. consider the cost ofproduct advenitifta when
makina pricing decilions. This study adds product advertisina txpeDIeI to
the direct costJ of the retail. service. Product advertising is avoided for
wholesale services.

U S WEST Avoided Resale Colt Study Executive Summary
Page 6
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2. Shared Cosa

Shared costs is defined in Section IV. SDrat costs indude administrative
expenses and business fees. Business fees are a tax on revemacs; therefore,
they will be auessed on aU retail aDd wholesale services. U S WEST
c:a1c:ulates administrative expenses with an Ac:lministralive Expense annual
colt factor. Some administrative c:xpenses will be avoided for the
wholesale proclucta included in this study. The following i. a lilt of
functions induded in administrative expenses and their status with respect
to retail and wholesale services:

a) Number Serviee

InducIes amounts payable to other telecomnumieatiOftS companies and
amounts receivable from other telecommuniQtion companies for their
portion ofjoint number services expenses. Number services will continue
to support both retail aDd wholesale services.

b) Customer AccoaadDI Operadoiu

These arc expenses UIOCiated with preparing manual data for ClUSt

proc-sjna service orden after receipt in the accountinl office. centralized
mail remia:anc:e operations .. weD as basic ot1ice services, general
superviJion, support and education traiDiDa for IUch activities. Many of
these functions are usually done on mechaDized basis. TheBe costs are for
those that dropped out of system and bad to be performed manually. This
function will be required for both retail and wholesale Iel'Vices.

c) leniee Ceratei' OperatioDl

Service Center Operations expenses are the pncral administrative coati
associated with customer service~ customer point of contaet.
ICI'Yice order processing, bilIinJ iDquUy, sales and servi~ aDd support
services. TheIe cost are over and above direct costs for biUiDg aDd
collection, service order PRK'oeI';"& aDd customer c:oDtaet. This fimction
will be required tor both retail and wholea1e services.

d) e_omer IaltnlcDOD

Inclucles costs associated with providina instructions, within a COJdOlidated
ttainins environment, which benefit specific job fbnetioDt performed ill an
enbt¥ of the residence septeDt. Some small business ttainins is allO
included here. This ftmction will be required for retailsemces; however, it
will not be required for wholesale services.

U S WEST Avoided Resale Cost Study Executive Sumnwy
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e) Replatol')' aad Gtw.....t :ReIatiODI

These are the colli ofpreparins Itatements Cor specific dadeetl, presenting
material to support company position relative to tari1r filina, deve10piJIs
economic models and coordinatins with civil defense IfOUP. in providina
protection. This fbnction will be required for both retail and wholaale
services. Thil filing is an example ofthis cost.

f) IDformatioD Maaa,emeat

These are costs associated with the planning of information systemS.

negotiating and administerins contraetI associaied with the pu.rcbue, leue
or rental of computer hardware and UIOCiated software packqes required
for specific projects and programminJ, lDIlyzins system desip activities.
This suppons aIllSVices. These expenJe!I are required for both retIillDd
who1eJa1e services.

Il ED, OperatioDl

Costs associated with CODIOle operations, peripheral device operatiODl,
tape library operations, scheduling and I/O control, and other EDP
usociated equipment operations as well u BOP technical assilt'nce. This
supports all services. These expenses are required for both retail and
wholesale services.

b) GeDenI Parpo.e Computers Ezpase

Includes the costa of renting, maintainina and repairing Seneral purpoae
computers. This lUpPons an services. These expenses are required for
both retail and wholesale services.

i) Puraiture

This includes fbrniIure expe:nscI associated with all other administrative
fimc:tions. These eKpenses are required for both rmil and wholesale
services.

1) Offiu Eqaipaeat Espeale

Induded are arranaanents and inventory, interior planning and desian, and
coordination of o1!ice moves associated with office equipment that
supports other IdmiDistrative fi.mctiODl. These expenses are required for
both retail. and wholesale services.

k) Network Support E.,ease

U S WEST Avoided Resale Cost StudyExecutive Summary
PageS
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NetWOrk IUpport expeme includes com of mel, lubrications. license and
iDlpcctiQn fees. wuhin& repIindn& and minor accessories. Also included
arc the COltS ofpenoDDel whose principal job is operatina motor vehicla
and special purpose vebides. This includes the cost of prase shop
equipment. This includes only the motor vehicle c:xpc:nses that suppon
other administrative fimctions. This function will be required for both retail
and wholesale services.

I) UncoUectible Revaue
This includes revenues for which no accrual is made. ThiJ includes both
end user and carrier access uncoUec:tible revenues. U S WEST assumed
for the services included iD this study that the rate of uncoDectibles for
carrier access would be the same IS that for wholesale 1CI'Yic:es. The
administrative Innual cost factor was thus adjusted to avoid recovery of
end user uncoDectibles for wbolesaJe services.

3. Common Costs

Conunon costs are dcftned in Section IV. Common costs are not clllsed
due specific products or specific product families. Cammon costs are thus
not avoided wben a product is resold.

U S WEST Avoided Resale Cost Study Executive Summary
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4. Summary ofAvoided Costs

Retail Wbolaale

TSLltIC
capital Costs ofPlant Equipment and Facilities Required llequirecl
Maintenance :Required lUquired
Billina and Collection Required Partially Avoided
Product Management Required Partially Avoided
Sales Expense Required Avoided
Sales Compensation Required Avoided
Product Advenising Required Avoided

Shand COlti
Number terVice Required Required
Customer Aa:ountina Operations Required Required
Service Center Operations Required Required
Customer Instruction Required Avoided
1legulatory and Government RelItiOIll Required Required
Information Management Required Required
EDP Operations Required Required
Gmeral Purpose Computers Required llequired
Furniture Required llcquired
Oftice Equipment Required Required
Network Support Required Required
Uncollectible Revenue Required partially Avoided

CommonCosu 1lequired Required

B. Adjust aDDual cost factors to reflect avoided aDd Dew costs.

The study does not calculate the actual cost of wholesale services. The annual costs
factors used to calculate costs are adjusted to reflect the avoided costs that are describc:d
in Section ~ above. The annual COltS were recalculated exduding the avoided cosu
using the nonnal procedure to calculate annual cost factors. See pale 13-15 of Work
Papers for summary of &ctors. see the calculations on the bottom of pages 3-8 of the
Work Papers.

c. Calculate the percent whol_1e cost difference by adjusdDI the
retaD costs usiDI the revised annual cost '.cton.

The study assumed all services within a product eatesory would use the same expense
annual cost factors, The study then assumed one retail unit would represent the capital

U S WEST Avoided llesale COlt Study Executive Summary
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costs and maintenance apenteS for my tenice within the JrOUP. Tbe study then applied
the UUJU,I1 COlt fadors to the one retail unit. The study used 'the results to develop a ratio
to the total cost for each expense item. For the retail service, all of the ratios would then
add to 1.0. The nexl Itep in the calculation of the wholesale cost cWference wu to
calculate the percent c:hanp in the factor. This percent chaDac was theft applied to the
retail ratios. The sum of the wholell1e COlt ratios wu IUbtracted fi'om the IIlD1 of the
retail colt ratios to calculate the wholesale cost differences. See pases 3-8 of Work
Papers.

Calculationo(~

Retail Units =Retail Annual Cost Factor X One Unit

alcalation of

Retail Ratio
ofUnits to - Retail Units
Total Units

Ilits to To

/ Total Retail Units

nits

Wholesale
Ratioaf
Units to
Total Units

Wholesale / Retail
- (Factor Factor ) X

Retail Ratio of
Units to Total
Units

Calculation o(PUBlt Cos! Qtfferpce:

Percent
Cost
Difference

Total ofRetail Total ofWholesale
= Ratios ofUnits to - Ratios ofUnits to Total

Total Units Units

t7"V6' d

D. Caleulate percent markop over eosts by produd ateao.,. bued OD

produd revenues aDd costs.

This study calculates the percent markup for the six product eateJOries bued on castinl
rate, revenue and cost data for the retail products included in each c:atelory. The percent
markup equals the differc:nce of the total IIUJUI1 revenues and the total amnIa! TSUUC
and Shared COItI (SC) divided by the total annual TSLRIC and SC.

The percent markup for ISDN category equals the diff'erace of the unit revenues aDd the

US WEST Avoided Resale Cost Study Executive Summary
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unit TSLlUC and Slw'ed COlli (SC) divided by the unit TSLRIC ad SC. The unit used is
the ISDN Sinalc Line Service Measured - with U....
The toD calling plan with the lowac percent market up over costS was used to repl'CIClIt

the Toll eateBDIY. All ofservice CltelOries included data that represented at least 900A. of
the retail revenues for the eateaoIY, except for ISDN. See pages 20-27 ofWorIc Paper1.

Calculation of Perggt MII:kIIDl

Percent
Markup

_ (TOtal Annual
Revenues

Total TSLRIC
plus SC

) / Total TSLRIC
plus SC

E. Caleulate discoUllt rates by applyiaa the perceDt cost difference to
the product cate,ory markup over easts.

nil Jtwiy calculatea a discouDt rate for each of the six product eat_gories. The discount
rate for a product category may be used as a JUideline for discounting every service in the
product eatesory. Based on the Federal Telecommunications Act u quoted in Section I,
the avoided costs should be subtracted from the retail rate to calculate the wholesale rate.
This study calculates a discount rate to accomplish this.

This study calculates the discount rate by dividing the percent difference in costs by one
plus the percent markup. See pages 1-2 ofWork Papers.

Calculation of Discount Rate:

Discount Rate = Percent Ditrerence in Costs / (1 + Percent Markup)

F. Calculated the DODrecuniDI Systems Charge cost.

To operate in a wholesale environment new systems are needed for bi1lin& proviaiODiDg
and. repair. These systema are in adcIition to the other systems that are used for wholesale
services that are reflected in the recurrina costs calculated in this study. The cost of
dep10yins theIe new &)'IteD1I is recoYCCed with a nolU'llCUlring Systems CIwp for each
line JOJd to raeUers. This study calculates the Net Present Value (NPV) of the amual
coltS and investments associated with the new systanJ. See paps 16-19 ofWorkPapen.

U S WEST Avoided Resale Colt Study Executive Sumnwy
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IV. DESCRIPTION OF TSLRlC

u s West Communications uses an incremental method to estimate product and service
costs. h provides a measurement of costs over a period of time laDI cnouJh to fully
adjust to~e in output. This methodoloaY is forward looking and it docs ItDt measure
historic invcstmer&t decisions ofthe corporation.

The U S WEST incremental format desegregates the cost results on a unitized basis into
the components shown below

Total SerYic:e Lona RUD IDCftlDeatai COlt (TSLRIC) - Total Service Lona Run
Inaemental cost is the forward..looking cost avoided (or added) by discontinuing (or
off'criDa) an entire Jel'Vice or group of services in the most efficient manner~ holding
constant the pracluctiOD of all other services produced by the firm. This cost is often
referred to in economic terms as the t#nct cost

Shared COlt (SC) - The cost associated with the proYilion ofmultiple services (service
family). This cost is not volume sensitive and is e1imiDated only ifthe entire service family
is discontinued.

Total Service Lolli RUIl lDeremeatai Colts plWi Shared Costs (TSLRIC + SC) ­
The total Service Lonl Run Incremental COIlS for a service plus the Shared Costs of a
&mily ofservices.

Co._o. COlt (CC)-The current COlt iDcu.rred. for the benefit of the CDterprise as a
whole. This cost does not vary with the provision of a service or a service family. These
castille sometimes referred to as pn6rll1 owrlMDd costs. The Common Cost added to
the TSLlUC + SC produces a hIIy Allocated C8lt(ll'AC) u required by commission
rules.

Typically, the casts identified by these cost catesories include capital costs for
depreciation, return.. and income tIXes. TSLlUC also indudes ongoing opentinl costs
for: maintenance expense, Ulipable administration~ product manapment
expense, pre ales expense. sales compensation expense, expensed right to use fees, ad
Vl10rem lIDS and business fees.

U S WEST Avoided lleJale Cost Study Executive Summary
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v. STUDY ASSUMPTIONS

• Billina and CollectioDs c:xpen.ses were baed on tile best estimates available usina
current billins and. coDectiODl expenses. Itesale spensc:s include electronic transfi:r
of all required information by eateSOry to the reseIIer and other expeDlel
considered appropriate.

• The costs for categories one throush five used in calculating a billin& and
collection &dot were a 1995 or 1996 U S West avenae.

• The percent markups caJoJlation used annual revenue data from 1995.

• TSLRlC and Shared Costs data used in the calculation or percent markups was
from the latest available cost study. The data includes both. 1995 ancll996 data.
Al11ine costs were 1996 costs.

• The markup for the Feature! eateaory used the top 10 1levawe .eneratins feature
USOC's.

• Markup rate, demand and revenue data is ftom TllAQRS for Basic Exchanse ..
1lcsidence and Business) and PBX. The Toll usage data is from 1Ul' and the
Featun!S data is from CDW

• The marlaJp for ISDN, ACS eatesOlY uJed the U S West avlnJe TSLRIC+SC
costs ftom IlUdies completed in 1995 and 1996. The U S West averapl wi1frate
wu used as the revenue &om ... where ISDN is in effect. The ISDN servic.e
used was the Siq1e Line Measured Service· with UsaF.
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VI. STUDY SUMMARY

StlidyNa.. ColDrtMlD .A.WJidabl. Cost
StIIdY ReaMiter
Type ofStudy (lSLRlCJ Totdl S6Tvic6 LtJtrI10m IIICI'tIIM1IIIIl CDSIS
Product or Service Name .A.lIOidtlbJ. Cost
StIIdY ADDlicadoll1 .A.YOiIWI. ... t for whoI.!ItJ1e
ComDidieD Date Julv 1.1996
COlt AaalYst EdF~ tIIfd Brian Farrow
Study Review lleviewer Date

Cost Modell Uftd Model VersionlReleue Date
s",~.u -

Colt Faeton U.ed Paetar Effective Date
CDpttDlR.cowTV rtt:I

Mtli~ 1ID

.A.dminUtNtion-Aui."m,I. 1IQ

PrDtIuctM~1ftnt j/96
Sales 5196
CDllllMattlJion J/96
AdVDlDNm 1ID

lJlISinus Fees 5/96
PDtHr IJlI

StaMIT- JIG

I11tM'UtDIlri~ Constnletion IJlI

Ulnd 1ItI

BIIi/din6 11/1

SIIDIJIy PIlI

T,b ntJ

StnIt:twe Riltio 1ItI
r .- Fills 1ItI

Common Cost 1M2

Labor Rates *'Cost of MOlley CDlllbIMd ""lallatioft Te, . PbrtllfIk na

Major COlt Driven Avoidable expe"'s,
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